risk to their organizations is increasing and traditional risks were evolving (PWC, 2012). Waweru and Kisaka (2011) examined the state of ERM in Kenya and found out that there was positive relationship between firm's size on ERM and financial performance of listed firms in Kenya. According to Deloitte and Touche (2012) traditional risks such as; operational, regulatory and market was rated at 95%, 89% and 83% respectively as the key risks affecting firms in Kenya. This means that ERM framework in Kenya is not effective or inadequate.
Despite the fact that majority (94%) of commercial banks and financial institutions in Kenya had developed ERM framework according to CBK guidelines of 2005, 74% (32) of the institutions had challenges due to weak ERM system and this had increase risk affecting the firms (CBK, 2010). The main cause of increase in risk was; complexity, unpredictability, evolving risks and globalization of trading activities (PWC, 2012) . According to the Deloitte ERM survey report of 2012 for the financial service industry, risk governance was identified to be critical in risk management. However, the findings of the report showed that a few (29%) number of institutions had put in place proper governance models to oversee risk management (Deloitte, 2012) . Weak ERM has affected the performance of Kenya as a country in terms of competiveness (KIPPRA, 2009 ). Kenya was ranked in position eighty six (86) in terms of GDP among two hundred and seven (207) countries while in attractiveness as a business destination it was ranked at number seventy two (72) out of one hundred and seventy eight (178) countries. In comparison with Singapore, Taiwan and Malaysia which were ranked in position six (6) , eight (8) and nine (9) respectively (KIPPRA, 2009).
According to Deloitte and Touche survey report of 2012, 85% of the respondents felt that ERM was adding value to their business since it reduces volatility and enhances liquidity problem. The ERM legal framework in Kenya is contained in the Capital Market Authority regulations on corporate governance of 2002 Legal Notice Number 3362 (Republic of Kenya, 2002) . Since the legal notice did not require firms to disclose measures taken to manage risk, then it was difficult to evaluate effectiveness of ERM.
Objective of the study was to investigate the influence of firm's characteristics on financial performance of listed firms in Kenya.
Statement of the Problem
Enterprise risk management in Kenya continue to be a problem, this is manifested in high rate of fraud in the banks and financial institutions. According to the KPMG Barometer index report of 2011, 520 cases valued at US $ 3.3 billion was reported in 2011 (KPMG, 2011). The Central Bank of Kenya reported that majority (74%) of commercial and financial institutions had weak risk management system. The main cause of weak risk management system in the report was due to lack of capacity among staff and low level of technology adoption (CBK, 2010) . Similarly, within the East Africa region (Kenya, Uganda and Tanzania), majority (69%) of the firms had weak ERM system (Deloitte, 2012) . Ineffective ERM system means that risk was being managed in ad hoc, subjective way or ignored (Stulz & Nocco, 2006) . Uncoordinated risk management leads to; increase in risks, high rate of projects failure, disruption of operations, lack of coordination, damage in organizational reputation, high cost of regulatory scrutiny and high cost of capital (Hoyt & Liebenberg, 2008; Manab, Kassim & Othman, 2012 and Stulz & Nocco, 2006) . Similarly, weak ERM systems in a country make firms to be less competitive and hence low investment. The purpose of the study was to find out the effect of firm size on ERM for the listed firms in Kenya.
Theoretical Review
In this study firm size is looked at in terms of capital structure, asset value and sourcing of finance. According to Kamar, Rajan and Zingales (2001) , what determines a firm size is the ownership of physical assets which are critical resources. Adam Smith (1776) looked at the size of a firm in terms of extent of specialization. The neoclassical theory of firm size is Lucas (1978) . Lucas looked at the firm size in terms of per capita capital in form of investment return and research and development. A firm value is measured by; (cash flows to firm) (1+ g) / cost of capital (Damodaran, 2008) . Ownership structure is determined by percentage of individual ownership to percentage of institutional ownership. Tahir & Razali (2011) argued that the use of debt finance act as a leverage in the sense that objectives that goes with debt capital financing is less than obligations on equity capital. This therefore justify the Pecking order theory which states that firms prefer to use their internal sources of financing to equity financing if internal financing does meet the needs of the firm, otherwise they can use external financing. Under pecking order theory, the financing decision procedure starts with a firm using bank loan, then preference shares before issuing ordinary shares. Thus the profitable firms are less likely to opt for debt for new projects because they have available funds in the form of retained earnings (Gill & Mathur, 2011 and Pandey, 2009 ).
Waweru and Kisaka (2012) alluded that larger firms' organization were more likely to complex to have operations and therefore are exposed to threatening events. ERM has potential to provide an organization with competitive advantages which can be used by large firms to initiate strategies that can build synergies that can translate to cost advantages, differentiation and focus (Woon et al, 2011) . Yazid et al (2012) explained the importance of managing assets categorized into tangible and intangible assets as they are extremely useful in supporting ERM activities that could provide overall benefits to the firms concerned. In support to this, Hoyt and Liebenberg (2008) in justify why large firms are more likely to engage in ERM, apart from being complex and face a wider array of risks; they have the institutional size to support the administrative cost of ERM program. Gordon, Loeb and Tseng (2009) also suggest that there is a positive relation between the size of a firm and its need for an ERM system.
Another factor of firm characteristic is ownership structure of an organization. Ownership structure is looked in two dimensions, concentration of ownership and legal status which control firm's activities. In this context the decision to implement ERM as an integrated approach could also come directly from a company's board of directors (Yazid, Razali & Hussin, 2012) . Hoyt and Liebenberg (2008) found out that pressure from external stakeholders is regarded as an important driving force behind the adoption of ERM program. A company with institutional share ownership is more likely to have pressure from such group to adopt ERM program. Therefore, we expect that firms with higher percentage of institutional ownership will be more likely to engage in ERM than those with individual ownership. Tahir and Razali (2011) explain that institutional ownership influences any decision by management of companies and therefore an important variable. Altuntas, Stolzle, and Hoyt (2011) found out that group affiliation in ownership is positively related to the likelihood of adopting ERM. Ownership structure in this study will be measured in terms of percentage of institutional shareholders vices individual shareholders.
Conceptual framework
In this study the conceptual framework is based on two indicators that measure the independent variables namely, net assets and capital employed. The dependent variable is enterprise risk management (ERM) is measured by financial performance of the listed firms in the Nairobi Stock Exchange (NSE). 
Capital structure
Long term claims form the capital structure which represents the proportionate ratio between debt and equity capital. The financing or capital structure decision influences managerial decision targeted to improve on shareholder's return and risk. Capital structure determines the debt-equity mix which has an implication on earnings and risks and ultimately cost of capital and market value of a firm (Pandey, 2009). Leverage is acceptable and useful for the purpose of a company's future growth (Yazid et al, 2012) . Companies that use leverage must balance the ratio of debts to equity to avoid financial distress and risk of bankruptcy.
Net Asset Value
The net asset value of a firm is the amount by which total asset exceed total liabilities. In business net asset value is used to assess the profitability, credit status and solvency position of a firm. The net asset is determined by adding the non current asset and current asset and subtracting current liabilities. The net asset can also be used to measure the net worth of the business, even though there are other factors that can contribute to value of a firm. Yazd et al (2012) added that assets represent the economic resources for companies.
Empirical Evidence
Golshan & Rasid (2012) investigated factors that lead to enterprise risk management adoption. The results show that there are factors to consider before making decision to implement ERM. The key factor identified in the study is firm size. The study suggested that by considering the firm size before adopting ERM there is higher chance that the ERM will success. 
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II. Methodology
This study used descriptive research design which was appropriate in describing the state of affairs as it existed. Data was collected using two documents; a questionnaire and a survey sheet. Data collected using questionnaire was from primary source targeting ERM managers while survey sheet was used to collect data from financial statement submitted to Nairobi Securities Exchange (NSE). All the firms that had submitted their audited financial statements were sampled and a structured self administered questionnaire was used to collect data.
Both reliability and validity tests were done, Cronchbach's alpha computed was 0.707 which was more than 0.7 and the factor loading for all the items used in the questionnaire was between 0.599 and 0.949 which were more than 0.4. The questions therefore were considered for further analysis. Descriptive data was analyzed in form of percentage, mean and standard deviation. Further statistics analysis was done in form of correlation and regression analysis.
III. Findings and Discussion
The findings from the study are provided in the tables and statistical data. Factor analysis was done to reduce the data to a meaningful and manageable set of factors as well to ascertain the suitability of all the variables. This was done to discover patterns among the variables and determine if the underlying combinations of the original variables can summarize the original set. Factor analysis was also done to reduce a vast number of variables to a meaningful, interpretable and manageable set of factors.
Factor analysis show the correlation matrix in which the inter-correlations between the studied variables are presented. Factor loadings are the correlation of the original variables with a factor. The variable had 14 items that were tested and all the items that were tested had a factor score of over 0.4 showing that the items were meaningful response.
The respondents were asked to provide information on Likert scale 1 -5, dichotomous and open ended questions. The Likert scale 1-5 questions were rated as; 1= strongly disagree, 2= disagree, 3= neutral, 4= agree and 5= strongly agree; dichotomous question was rated as 1= no and 2= Yes and open ended questions were used to get further information and clarification on issue(s) not adequately captured in the likert scale questions or dichotomous questions. Open ended questions were analyzed using content analysis method. Orodho (2005) alluded that content analysis examines the intensity with which certain words, points of view, and emotionally laden words are used.
Effects of firm size on ERM
From the empirical evidence, shareholders and institutional ownership influences adoption and effectiveness of enterprise risk management. The results from the study concur with the empirical findings. Table 3 .1 shows that 57.4% of respondents indicated that shareholders have an influence on ERM adoption while the top management, board of directors and middle level managers were indicated as most effective in ensuring the success in ERM rated at 94.1%, 91.1% and 79.4% respectively. The main sources of funds for long term projects for the firms are; equity capital and long term loan rated at 82.4% and 76.4% respectively. The findings is consistent with other studies on ERM that ownership structure of an organization influences decision making in democratic process where majority shareholders influences policy decisions ( 
Factors that influence effectiveness of ERM
Support from top management, resource endowment and risk attitude are the main factors that influence effectiveness of risk management. Table 3 .4; shows 42.4% of the respondents indicated that top management influence effectiveness of ERM, 30.3% indicated that resource availability influence effectiveness of ERM, 18.2% indicated that effectiveness of ERM was influenced by risk attitude by all firms' stakeholders 6.1% did not indicate any factor and 3% indicated that regulators such as industry regulators and capital market influence effectiveness of ERM. 
3.3: Role of shareholders' financing decisions
The key role of shareholders in financing decisions are; approving of projects by voting at annual generating meetings, sourcing of funds to finance business operations and approving of projects to be undertaken. Table 3 .3; show participation of shareholders in long term financing decisions. 58.8% of the respondents indicated that shareholders participated in long term financing decisions by voting at the annual general meetings (AGM), 23 .5% indicated that they were involved in sourcing of funds, 8.8% indicated that they were involved in approval of budget and 5.9% indicated that shareholders were playing the oversight role. 
Role of directors in risk management
Directors of the listed firms in Kenya play a key role in risk management. Table 3 .4 show the rating of directors in ERM process. Through dichotomous question, respondents were asked to indicate whether directors had any role in risk management. 97.1 % of the respondents indicated that directors had a role in risk management while 2.9% of the respondents indicated that directors did not have any role in risk management. 
The success of ERM for the listed firms in Kenya is attributed to the directors of the firms. They participate in risk management by; developing enterprise risk management policies, monitoring enterprise risk management and communicating enterprise risk management. Table 3 .5 shows that 41.1% of the respondents indicated that the role of directors is to develop risk management policies, 32.4% indicated that directors monitor risk management within the firms and 20.6 of the respondents indicated that the role of directors is to communicate enterprise risk management policies and strategies to staff and other interested stakeholders. 
Role of directors in capital financing decisions
Capital financing decisions affects capital structure, which is the ratio of equity to debt capital. A firm that uses high debts to finance its operations risks liquidation or bankruptcy due to failure to owner its obligations in time. The key role of directors in this process of capital financing is; oversee contracts entered in financing business, approval budgets for projects developed by management and identify appropriate sources of funds for the business. Table 3 .6, shows the major role of directors in capital financing decisions as indicated by the respondents. 58.8% of the respondents indicated that directors were involved in oversight role, 14.7% indicated that directors were involved in capital financing through approval of budget prepared by the management, 23.5% of the respondents indicated that directors were involved in sourcing of funds to finance capital projects and 2.9% of the respondents indicated that directors did not have any role in capital financing. 
Linear Regression Analysis for firm's Characteristics and Enterprise risk management
The objective of the study was to investigate the influence of firms' characteristics on Enterprise Risk Management. The investigation involved testing of the null hypothesis to confirm whether there is no significant relationship between firms' characteristics and enterprise risk management of the listed firms in Kenya. The relationship was measured by a linear regression model which compared firm's characteristics and enterprise risk management. The following analysis were done; Pearson correlation, coefficient of determination and ANOVA. Hoyt and Liebenberg (2008) argued that large firms are more likely to engage in ERM due to availability of resources to implement and meet administrative costs of ERM.
IV. Pearson correlation of firms' characteristics and ERM
The result from the Pearson correlation analysis shows a high correlation between firms' characteristics and enterprise risk management. The values of r lie between +1 and -1. Positive values for r indicate positive correlation between two variables. The Pearson correlation analysis shows the value of 0.722 with a p-value of 0.000, since the value is closer to 1 then the analysis confirm high relationship between firms' characteristics. This means that an increase in firm size leads to improvement in efficiency of enterprise risk management. The regression analysis model was used to predict the effect of firms' characteristics on financial performance of the listed firms in Kenya. The model summary in table 3.8 shows the effects of firms' characteristics on financial performance for firms that had implemented ERM and those that had not implemented ERM. In comparison, the firms that had implemented ERM had a higher value of R (0.851) while those with ERM had value of 0.73. The R 2 for the firms had implemented ERM was 0.725; this means that a change in a unit of firms explains 72.5% of changes in financial performance of the listed firms in Kenya. The decision on whether to accept or reject the null hypothesis was done after the ANOVA analysis to determine the F value. Through ANOVA, either the null hypothesis (H o1 ≠ β 1 ) or the alternative hypothesis (H A1 = β 1 ) is accepted or rejected. Using ANOVA model in table 3.9 the analysis of the difference and association of the independent and dependent variables was determined. The calculated F value at .05% level of confidence is 28.980 while the expected F value at .05% level of confidence at 1 and 11 degrees of freedom is 4.844. Since the calculated F value is greater than the expected F value then the null hypothesis is rejected and the alternative hypothesis is accepted. The conclusion therefore is that there is significant relationship between firms' characteristics and financial performance of the listed firms. The results concur with the empirical evidence such as Hyot and Liebenberg (2008) , that a firm with adequate resources was more likely to implement ERM. Since the ANOVA analysis shows that there is a significant relationship between firms' characteristics and enterprise risk management then to predict impact of effects a univariate model is used. Table 3 .10 show the determination of constant, beta and standard error in the univariate model Y= α + β 1 X 1 + ε. The table shows the following values substituted for; α, β 1 , and ε as; 1.277 for α, 0.851 for β 1 and 0.273 for ε respectively. The model for predicting the effects of firms' characteristics on financial performance is expressed as; Y= 1.277 + 0.851X 1 + 0.23. This model is therefore used for predicting the value of Y given X 1 . The distribution of data for the dependent variable (financial performance) as shown in figure 3 .1 is a linear correlation. As the firms grow in terms of resources the financial position also grows. 
Correlations between firm's performance and financial performance
